Abstract: This paper has estimated the impact of financial development on import demand over the period of 1986: Q1-2014: Q4 in case of Bangladesh. The long run relationship between financial development, import demand and economic growth are investigated by combine cointegration. Error Correction Method (ECM) is applied to examine short run phenomena. The unit root properties of variables are tested by ADF and P-P unit root test. Perron, (1997) single structural break unit root test is also applied. The results of Bayer and Hanck, (2013) combine cointegration test reveal the existence of long run relationship between import demand, financial development and economic growth. Financial development and economic growth have a positive and significant impact on import demand in long run as well as in short run. The Lagged value of error correction mechanism (ECMt-1) is -0.08 that is negative and significant. This indicates that change from equilibrium level of import demand is corrected by 8 percent per quarter in a year. The results of VECM Granger causality explain that bidirectional causality exists between import demand and financial development in long run as well as short run. Similarly, bidirectional causality exists between import demand and economic growth in short run. Policy makers should focus on financial sector development for import of technology through adopting the import substitution policy.
I. Introduction
Trade liberalization has become an essential part of every economy. Due to trade liberalization, both physical and human capital are moving across the borders (Jaimovich and Kamuganga, 2010) . Additionally, free market information, building trade zones and continuous trade agreements have developed the production process around the world. The impact of trade liberalization on imports is indirectly linked to price changes that effect consumption decisions. In developing economies, the unavailability of sufficient funds leads to a reduction in domestic demand along with an inflationary pressure in the domestic market. Therefore, especially for developing economies, a sustainable import demand function is needed until the development of domestic production does not increase. There are two schools of thought for import restrictions, "Trade Pessimists" and "Trade Optimists". Trade Pessimists are in favour of import restriction via import tariff and quota whereas Trade Optimists are in favour of free trade.
The classical trade demand theory was linked with consumer's objective of utility maximization. This objective was primarily linked to income level and/or price level. Similarly, the aggregate demand for all individuals constitute a national demand for imports (Harrod and Hague, 1963) . The imports take place because of excess domestic demand as compared to domestic supply. Therefore, income elasticity of imports can be negative if domestic demand is inelastic. Moreover, import prices are also a pivot determinant of demand for imports. An increase in price of import changes purchasing capacity and supply of imports (Cave and Jones, 1985) . Similarly, the exchange rate volatility has a negative effect on trade. When a change in exchange rate accrues uncertainly, the confidence of investor declines that leads to decrease in trade. The theoretical literature explains that exchange rate volatility has less effect on trade volume in developing countries. Relatively, it focuses upon the income level of the consumer as more important factor for changes in import demand as compared to price effect (De-Grauwe, 1988).
The financial sector development of any economy helps to support import demand function. More financial support benefits to overcome the balance of payment problem. A developed financial sector also helps to import finish or final goods and services in the domestic market. Import of technological equipment and knowledge push upward new innovations at home that enhance economic growth by upgrading the existing level of production. The financial development changes the spectrum of production in developing economies. Bangladesh adopted trade liberalization policy for the concern of international trade in 1985. The contribution of this study in applied economics is to check the impact of financial development on import demand for Bangladesh over the period of 1986: Q1-2014: Q4. The long run relationship between variables is predicted by applying the new cointegration approach called "Bayer-Hanck combine cointegration". The Direction of causality is examined by applying VECM Granger causality approach. The rest of the paper is organized as follows: review of literature is described in section II. Section III explains data collection, model development and estimation technique. Empirical estimations and their results are described in section IV. Section V is for conclusion and recommendations.
II. Literature Review
Existing literature focuses on the direct relationship between financial development and economic growth of developing economies (Robinson, 1952 The results displayed that cointegration exist between selected variables. Moreover, real public expenditure has a negative relationship with import demand of China. Similarly, Wang and Lee, (2012) reinvestigated import demand function of Chinese economy using monthly data from 1992m1-2011m12. The results showed a long run relationship exist between import volume, domestic income, real effective exchange rate and volatility of United States market. Their results revealed that domestic income has a positive and significant impact on import volume while, real effective exchange rate has a negative impact on import volume. Alam, (2012) investigated import demand function for Pakistan over the time span 1979Q1-2005Q4. The results of ARDL approach confirmed the presence of cointegration between real imports, real effective exchange rate, real income and exchange rate volatility. It also concluded that merchandize import demand is income inelastic. Moreover, real effective exchange rate has a negative impact on import demand for Pakistan.
There are very few studies that investigated the import demand function for Bangladesh such as Kabir, (1988) By analyzing existing literature, we predict that there are many factors that are affecting import demand such as income, imports prices, domestic prices, relative prices expenditures, national cash flow, investment, exports, domestic prices and foreign remittances etc. Existing literature has ignored the role of financial development in investigating import demand function for Bangladesh. This study extends the previous literature by adding financial development as a potential determinant of import demand for Bangladesh. Financial development plays a significant part in explaining import demand. Financial sectors provide finance to firms for investment purposes that increase capitalization. Further, it helps to import inputs and technologies to enhance domestic production. Similarly, Beck, 2002 argued that more availability of finance helps domestic merchandize importers to produce goods at home with cheaper rates.
III. Data Collection, Model Construction and Methodology
The aim of this study is to investigate the relationship between financial development, import demand and economic growth by using quarterly-time series data from 1986: Q1-2014: Q4 for Bangladesh. For this purpose, we use log-linear specification because log linear specification has superior properties to simple linear specification. It provides efficient and consistent empirical findings as compare to later one. The functional form and log linear form of models are following:
Here, ln It is natural log of import of goods and services proxy for import demand, ln Fdt is natural log of domestic credit to private sector as a percentage of GDP proxy for financial development, ln Yt is natural log of real GDP per capita proxy for economic growth and µt is error term. The data of all series are collected from world development indicator (WDI) and international financial statistics (IFS). We have used quadratic match-sum method to transform annual data series into quarter frequency data. 
III.I. Bayer and Hanck Combine Cointegration
Bayer and Hanck, (2013) invented combine cointegration based on several cointegration techniques to enhance the power of cointegration. This approach called Bayer and Hanck, (2013) combine cointegration. The null hypothesis states that there is no cointegration between series. Following Bayer and Hank (2013), the combination of the computed significance level (p-value) of individual cointegration test in this paper is in Fisher's formulas as follows:
EG -JOH = -2 [ln(PEG) + (PJOH)] (3)

EG -JOH -BO -BDM = -2[ln (PEG) + (PJOH) + (PBO) + (PBDM)] (4)
Where PEG, PJOH, PBO and PBDM are the p-values of various individual cointegration tests respectively. It is assumed that if the estimated Fisher statistics exceed the critical values provided by Bayer and Hanck (2013), the null hypothesis of no cointegration is rejected.
III.II. VECM Granger Causality Approach
When cointegration exist between variables, we move towards VECM Granger causality to test the direction of causality. The Granger causality test with VECM frame work is as follows:
Where,  is a difference, ECM represents the error correction term which is derived from long run cointegration. 1 1 1 ,,    are constant and  (i=1,2,3) are uncorrelated error term with zero mean. The optimal lag p is determined by Akaike Information Criterion (AIC) because of its superior properties for small data sets. The long run causality is expressed by the significance of lagged ECM terms using t test. For short run causality is determined by F-statistics or Wald test. (1) . The structural break years such as 2001Q1, 1994Q1 and 2001Q1 belong to import demand, financial development and economic growth respectively. These breaks can also explain by figure 1 for import demand, figure 2 for financial development and figure 3 for economic growth. Before we proceed to cointegration analysis, we find optimal lags through optimal lag selection criteria. Table-3 shows the results of optimal lag selection criteria. We follow the Akaike information criterion for optimal lags due to its superior properties. The results indicate that 6 lags are suitable for our sample period. The results of other criteria's such as sequential modified LR test statistic, Final prediction error, Schwarz information criterion and Hannan-Quinn information criterion are also reported in this table. Our data series are integrated at a unique level that leads us to apply Bayer and Hanck, (2013) combined cointegration to test the cointegration among variables. The results of combined cointegration are described in table-4. The results explain that calculated F-statistics of EG-JOH and EG-JOH-BO-BDM for It = f ( Fdt , Yt ) are greater than critical values at 5 percent level of significance. Similarly, The F-statistics of EG-JOH and EG-JOH-BO-BDM for Fdt = f (It , Yt ) are larger than critical values at 5 percent and 10 percent level of significance respectively. So we may reject the null hypothesis of no cointegration. These statistics confirm the existence of long run relationship between financial development, import demand and economic growth. The existence of cointegration relationship explain co movement between underlying variables. Once, we check the cointegration, it helps to predict movements between variables. Table-5 displays the long run estimations of import demand. The results reveal that financial development and economic growth have a positive and significant impact on import demand at 1 percent significance level for Bangladesh. The coefficient of financial development is 0.38 which explains that 1 per cent increase in financial development leads to increase in import demand by 0.38 percent. Similarly, a 1 per cent increase in economic growth leads to increase in import demand by 0.44 per cent. These results justify that the access of finance through financial sector development helps to import more goods that cause to increase in import demand. R-squared explains the portion of dependent variable that is explained by independent variables. So the results of R-squared explains that 93 percent of import demand is explained by independent variables in long run. F-statistics shows significance of overall model. The value of F-statistics is significant at 1 per cent level of significance. Similarly, the results of short run analysis are explained by table-6. According to results, financial development and economic growth also have a positive and significant impact on financial development at 1 per cent level of significance in short run. The coefficients of financial development and economic growth are 0.49 and 2.47 which explain that 1 percent increase in financial development and economic growth will rise in import demand by 0.49 per cent and 2.47 per cent respectively. so, we can also control import demand by controlling financial demand and economic growth. The lagged value of ECM is -0.0839 that is negative as expected and significant at 5 per cent level of significance. The value of ECM(t-1) shows deviation from disequilibrium to equilibrium. This denotes that movement from short run towards long run are corrected by 8% in each quarter and will take almost 12 years and 5 months to reach equilibrium path, if we use this model. The value of R-squared is 0.19 which shows that 19 per cent of import demand is explained by financial development and economic growth in short run. The overall model is good or/and fit due to significant of F-statistics at 1 per cent level of significance. Once the cointegration has confirmed between financial development, import demand and economic growth, we may proceed to detect the direction of causality to understand the clear picture of causal relationship. The Granger causality approach can be explained that X Causes Y when the past value of X helps to predict changes of Y. Similarly, Y causes X when the changes of Y is predicted by the past value of X. Engle-Granger (1987) illustrated that if variables are cointegrating, there will be short run and long run information between them regarding to causal relationship. The Vector Autoregressive model is likely to be used for this purpose. Table-7 describes the results of VECM Granger causality approach. The results reveal that bidirectional causality exists between financial development and import demand in short run as well as in long run. Economic growth causes import demand in both short and long run. Similarly, a unidirectional causality is running form import demand to economic growth only in short run. These findings are consistent with the finding of shahbaz and Rahman, (2012). 
IV. Empirical Estimation and Results Interpretation
V. Conclusion and Recommendations:
The present study investigates the relationship between import demand, financial development and economic growth over the period of 1986: Q1-2014: Q4 for Bangladesh. The stationarity of data is tested by ADF and PP unit root tests. After confirming the stationarity of data at 1 st difference I(1), we have applied Bayer and Hanck combine cointegration approach to examine the long run relationship between financial development, import demand and economic growth. The results have confirmed the presence of cointegration between variables for these models [It = f ( Fdt , Yt ) and Fdt = f (It , Yt )] .
Further, financial development and economic growth both have positive and significant impact on import demand at 1 per cent level of significance. The Lagged value of ECM explains the speed of adjustment from short run to long run. It will take approximately 12 years and 5 months to reach an equilibrium level. The results of VECM Granger causality explain the direction of causality. It has predicted that unidirectional causality exists between financial development import demand for both short and long run. Import demand and economic growth cause financial development only in long run but only import demand causes financial development in short run.
Policy makers should focus on financial development to control imports by adopting import substitution policy only for importing advance technology. An increase in financial reforms will help to develop new businesses through importing new technologies and machinery only. It will enhance domestic production and reduce dependence on import. It will help to reduce imports that further will increase the foreign reserves for Bangladesh. Financial sector development can be used as a tool control import demand.
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